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Medicare Risk Contracting: Promise And Problems
The Reagan administration's aggressive promotion of health maintenance organizations (HMOs) and competitive medical plans as costeffective alternatives to fee-for-service medicine has helped to persuade more than a half million Medicare beneficiaries to voluntarily enroll in prepaid health plans. The program, launched in February 1985 with fanfare-former Health and Human Services Secretary Margaret M. Heckler called the effort "a medical milestone"-offers Medicare beneficiaries a richer benefit package and more predictable out-of-pocket costs, but their freedom of choice of providers is restricted to the physicians and hospitals of the health plan in which a person enrolls. The Health Care Financing Administration (HCFA), the agency that oversees the program, estimates that Medicare enrollment in HMOs and competitive medical plans will nearly triple by the end of 1987.
The drive to enroll older Americans in prepaid health plans, a campaign that' the HMO lobby had waged for more than a decade, finally met with success in 1982 when Congress enacted the Tax Equity and Fiscal Responsibility Act (TEFRA). TEFRA contained a provision that authorized HCFA to negotiate contracts with prepaid health plans enabling the plans to enroll Medicare beneficiaries. HCFA pays the health plans with which it contracts 95 percent of the cost of care for Medicare beneficiaries in the fee-for-service sector. (For a more thorough discussion of the philosophy of the program, see the article by Ginsburg and Hackbarth elsewhere in this issue.)
This DataWatch gives a short summary of the current status of those prepaid plans that have negotiated risk contracts with HCFA and discusses some of the problems the program has encountered since the first demonstration projects that put providers at risk were launched in 1980.
Current Picture
As of March 1, 1986, there were 114 TEFRA risk contracts with a total of 530,658 enrollees-about 2 percent of the total Medicare population. As can be seen from Exhibit 1, most of the contracts were with plans located in California, Kansas, and Massachusetts, while the people enrolled were concentrated in Florida, Minnesota, and California. The high enrollments in these states are due partly to plans there that participated The concentration of enrollees in Florida is due in part to the large elderly population there and in part, to one plan, International Medical Centers, which has enrolled more than 140;000 Medicare members since the program's inception. Florida plans, such as International Medical Centers, stand a good chance of turning an early profit by enrolling Medicare beneficiaries because of the history of high Medicare payments in some countries there. In Dade county, which encompasses Miami and part of International Medical Centers' service area, the standard monthly per capita cost (the cost which the plans' payment rates are based upon) is $338. The standard cost for the nation is around $200.
While high monthly payments may be the impetus for some plans to participate in the risk contracting program, other plans are concerned about the opposite effect. ChoiceCare in Cincinnati has complained that HCFA's low monthly payment rates, which were about $165 per beneficiary in its service area compared with a national average of around $200, coupled with patient selection problems the plan said it encountered, were responsible for its losses of around $7 million last year. ChoiceCare, which did not renew its contract with HCFA this year, argues that HCFA's rates don't take into account the health status of the Medicare enrollees. Thus, if a plan consistently enrolls sicker than average patients, it won't survive. This is a particularly vexing issue for independent practice association-model (IPA) HMOs, as Robert Berenson points out elsewhere in this issue. Physicians in IPAs are faced with the economic incentive to enroll relatively healthy patients in the HMO and treat relatively less healthy patients in the fee-for-service system.
Concerns about the payment system are among the barriers preventing some established HMOs from participating in the program. Even those that feel confident that they can serve the Medicare population cost-effectively under the current payment rates are disturbed by the possibility of the reimbursement rate being reduced. There have been administration proposals to drop the payment rate from 95 percent of the average adjusted per capita cost (AAPCC) to 85 percent.
In an effort to increase the number of health service organizations that would be eligible to contract with HCFA, the administration has proposed other changes to the TEFRA law. Sen. David Durenberger (R.-MN) has introduced a bill at the request of the Department of Health and Human Services which would "expand the variety of options available to Medicare beneficiaries" by allowing insurers and employer-based plans to participate in Medicare risk contracting. Currently, the law restricts the number and type of health plans by requiring plans to have physicians on staff or under contract. This proposed legislation, if enacted, could sharply increase the number of Medicare risk contracts; however, some observers worry that the law could lead to a deterioration in the quality of care the elderly receive. Among the plans already participating in the new program, premiums and the range of services vary considerably. The average basic premium on March 1, 1986 was $19.50 per month, with a maximum of $49.00 per month at Health Plus in Michigan and a minimum of zero. As Exhibit 2 shows, 16 percent of all plans had no premium for the basic option while 16 percent had premiums above $37.59 per month for the basic option. Exhibit 3 depicts the spectrum of services that is offered beyond what traditional Medicare insurance covers. The services vary depending on the type of coverage an older person chooses-the basic plan or the high-option, which offers more comprehensive services at a higher price. For example, 43 percent of the plans provide prescription drugs as part of their basic plan. However, 72 percent include drugs in either their basic or high-option packages.
Exhibit 2 Basic Premium Ranges Premium range ($ per month)
Number of plans As of January 1986, about half of the Medicare risk contracts were held by independent practice associations and about half were held by staffor group-model prepaid plans. (See Exhibit 4.) Three-quarters of the pending contracts at that time, however, were with IPAs and another 12 percent were with network models. These proportions are similar to the overall HMO trends throughout the country. 
Evidence From Demonstrations
Because Congress was pleased with the results of an eight-plan demonstration project that began in 1980, twenty-six additional health plans began enrolling beneficiaries in 1982 as part of a second experiment. Several extensive surveys of the twenty-six health plans are currently being conducted by HCFA and Mathematics Policy Research, Inc.; preliminary data is now available from the evaluation begun in October 1983, and the final report, entitled "National Medicare Competition Evaluation," is to be released in the spring of 1988.
The demographics of the enrollees in the demonstration plans differed from the general Medicare population. Exhibit 5 shows the make-up. People enrolled in the demonstration plans tended to be younger than those covered by traditional Medicare policies. Sixty-one percent of those enrolled in the prepaid plans were age sixty-five to seventy-four while 53 percent of the general Medicare population was from that age group. This may not be surprising if the preponderance of enrollees simply switch from being employed members of the plan to Medicare beneficiaries in the same plan. Other Medicare beneficiaries in prepaid plans may already have been members of a plan and covered by traditional Medicare who then switched to the risk option because it was less expensive for them. Other intriguing demographics are the percent of people in the plans who are sixty-five and disabled. Six percent of the beneficiaries represented that group, but the proportion varied from zero percent in one plan to 16 percent in another.
The financial data of the plans that participated in the demonstrations show that the total revenues exceeded total expenditures in 1984. Ten of the twenty-six demonstration plans had a deficit, and thirteen experienced a surplus. The surpluses ranged from $6 to $1,457 per beneficiary while the deficits stretched from $10 to $1,750 per beneficiary.
Use of medical services among the demonstration plans did span a broad range. While the average hospital utilization was 3,015 days per thousand enrollees, the range was 2,000 to 4,013 days per thousand. Plans with the fewest number of hospital days per thousand had several common characteristics: (1) They had been in business for more than five years. (2) They had a lower than average number of demonstration enrollees relative to total plan enrollment. (3) They had strong financial incentives for HMO management. (4) They had a single decisionmaker. Additionally, group and staff models had lower hospital utilization rates than IPAs. Generally, the plans that took part in the demonstration were established HMOs with a strong commitment to serving the consumers of health care. As the program opens up to the national market, the overall success of these competitive plans could change. A reflection of that possibility is an incident which occurred in Florida with International Medical Centers (IMC).
Exhibit 5 Demographics Of Enrollees In Demonstration Projects
Florida congressional representatives were alerted of the problem when their offices were flooded with complaints from senior citizens, physicians, and hospitals participating in International Medical Centers' Medicare risk contracting program. The most commonly voiced complaints were aggressive and deceptive advertising, confusing enrollment and disenrollment procedures, and slow payments to providers and subcontractors. HCFA's overall monitoring of the program was of such a concern to Rep. Lawrence Smith (D.-FL.) , who represents a district where many older Americans enrolled in IMC reside, that he requested a General Accounting Office (GAO) investigation. In an interim report of the investigation, released in March 1985, GAO declared that monitoring the risk contracting program was a major stumbling block to the success of the program. Because HCFA did not have a system in place which could properly perform the task, claims processing error rates were near 18 percent; acceptable error rates are 2 percent. According to Smith, that translates into approximately $700,000 in duplicate payments in Florida alone.
The Omnibus Budget Reconciliation Act of 1985, which Congress recently enacted, addresses some of the issues that concern policymakers. In particular, it resolves the questions over which party is responsible for patients hospitalized on the date of enrollment or disenrollment. Under the bill, an HMO or competitive medical plan is not financially responsible for reimbursing inpatient stays that began before the effective enrollment date. Medicare will reimburse as if the beneficiary were a fee-for-service inpatient. The bill also requires HCFA approval of all marketing material, ensures prompt publication of AAPCC rates by HCFA, and clarifies peer review organization reimbursement.
Beneficiary Satisfaction
Most beneficiaries are satisfied with the health care they receive under the new program. Surveys from the eight plans that participated in demonstrations conducted in 1980 found that between 88 and 94 percent of the participants were satisfied with the care they received. This was equal to or greater than the percent in the same locations who received their care under the traditional payment system. If disenrollments are any indication of older Americans' acceptance of prepaid Medicare, it is apparent that the elderly are happy with the care they get. It is widely believed that the disenrollment numbers are low.
The American Association of Retired Persons (AARP), which supported the TEFRA changes in 1982, is "cautiously optimistic" about the program. Its strengths for the elderly, they feel, are the number of benefits for the dollar and the reduced amount of paperwork. They also believe that HMOs generally offer better coordination of care than the traditional system and are thus good for people with complicated health problems. However, AARP stresses that the new system is not for everybody. Some plans have been much better than others at smoothly implementing the system. According to Helen Savage, consumer advocate at the association, some providers don't dedicate enough resources to planning for older peoples' needs. "I get very nervous when a group-model HMO can't tell me the exact number of Medicare enrollees they plan to take on. It means they haven't examined their capacity or taken a good look at what needs to be in place for the system to work effectively." In particular, Savage says, HMOs don't spend enough time readying their staff for dealing with older people. "HMOs need to involve the whole staff in the program, not just the medical staff-it requires a systematic approach." Indeed, while the AARP does receive a number of complaints about suspicious marketing practices, most of the frustrations AARP hears about relate to the length of time it takes to get an appointment and to the long waiting periods at crowded offices, Overall, though, Savage emphasized that the complaints about Medicare HMOs are minimal relative to the fee-for-service system.
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